
... __ "_ ... .i.. • _ .....

ARIZONA CORPORATION COMMISSION
STAlF'S FIRST SET OF DATA REQUESTS TO

US WEST COMMUNICATIONS, INC.
ACC DOCKET NO. T-I051B-97-631 (Unserved Areas)

FCC DOCKET NO. 96-45; 97-160; DA 98-715
MAY 29,1998

OS-12. If your answer to OS-II was yes, how were each of these complaints resolved? Please
list all instances where the complaint is stilJ unresolved and date the complaint was
received.

05-13. Does your Company have an approved line extension tariff on file with the Commission?
If yes, please attach a copy and briefly explain how it works.

05-14. How often in the past five years have you given estimates under your tariff to potential
customers without service?

OS-IS. What have those estimates been? Please provide as many individual example5 as possible
for the prior 10 year period. Please also indicate what your average estimate is for line
extension requests you receive.

05-16. Have all potential customers provided with these estimates been able to pay the required
amount to have facilities put in place to obtain telephone service?

OS-17. Ifyour answer to Question 16 is no, how many potential customers have been unable to
pay the required amount to have facilities put in place? Please indicate per request the
dollar amount which the potential customer was unable to pay, and when the request was
made for the last 10 year period.

OS-18. Would any of these potential customers qualify for federal Lifeline assistance using the
federal default eligibility criteria? Iffes, please estimate how many would fall into this
category?

05-19. How much does the Company currently receive in Federal High Cost Funds? How much
does the Company receive in Long Tenn Support assistance from the Federal
jurisdiction? How much does the Company receive in Federal assistance from OEM
Weighting?
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Dr. Cooper is DiRctDr of Raearcb at tbe COASUmer FederatioD of America aDd
President of Citizals Research, an independent cODSUltiDg firm.

At the Coasumer FedcnOon be bas re.spoasibility (or eaergy and
telecollUDUllicatioDs policy aadllll1ysis, u weD u iatemal coasultinl duties for
survey research aad ecOllOmic lIIIIysis.

As a CODIU1taDt Dr. Cooper bas provided expert testimoay OIl bcbaIf of People t s
Coasels IIId citizeD inaveDOl'S before public utility commissioas on
teJecommuDieatioas aDd dectric utility maaas ill over three dozeD jurisdictioas
in die U.S. and C.IMdI. Or. Cooper his also testified OIl rqulatory, lIIti-tnISt
and public policy issues _ti"l witb the beaItb care, ~ IDd
telecommunications industries before Congress. the federal agencies and in tile
courts.

Dr. Cooper boIds a Ph.D. from Yale UDiversity aDd is a former Yale University
aIMl Fulbri&bt Fellow. He ills publisbed numerous articles in trade aad scholarly
joumals aDd is die auda of two boob (]be Trw..afqrmetjgp of EaI, Joims
Hopkins. 1912; Fad" "" fwD: Rieja, FnaY prjqc tpd die Uyial
S'PM'm" of Low« Ipqw Awrjr;g', Westview 1983).
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STATUlENTO'D.. MAUN. COOPD
.DIndor .'''elrc''

In die Matter ofFedenl·State Jem. BoIrd 011 Univenal s.vtce FofWlt'd Lookilll MedwUlIIlI for
Hip Colt Support for Non-Runi~

June 8. 199.

WMa tile TeI.colDlllWlial!ionl At;t of 1996 wu pl••• conaam.. were promilld competitioG
tbII would lower prices IDd provide more cboica. WhIIl the FCC illIIId ita fint • of decisioDI
uDder tile Act, COIIIWIl«I were told that unMnal service pI'081IIDI could be ftaadId without ID

increue in their billi. UnivenaJ service f\aodinl was suppoeed to kelp baic MrVice IfIbrdable.

Two yeIn later, we have virtuII1y DO compItitioa for relidealill CUltOlllll'l .... all we heir
Ibaut it puItina aRhIrpI OR tile bon.om of my bin. By my moll receDI eItiJute. VIriouI iDt....
..• ..... for IChooII aDd hbrari-. • dollar for hip COlt ..., • doIIIr for local mber poItIbillty•
• cIoII.. for the PICC•• doIIIr IDd • half for the subtcri1Ml' liae c.... OIl MlCODd more yea
to COllIe. n.e cbarpt are not necesury and they Will not F oa the bill without • fi .

The FCC started down the riJbt p.m to rile reform but it hal ... utray. It bid _ billioD
dolIus orace.. profitl, inefftcieDCy ad miaUoclleel COltS to wort with iIllC4*l cbIrJe rebm, but
it baa DOt availed itlelfoftholc raourcea. It muIt do 10 ifCOIIaIII*'I .. to beDeftt &om the Act.

The belief' tbIa uaiv'" .-vice fiandI would be ....ry .emmeel ftoIIl tile belief tbIt
competition waukt erode tbe ability of local exet.ae compuies to recovw COllI tbIt lUppOI'ted
uaivenal .-vice from hip IIIaI'IiD. compIIitive seMca. AI c:ompcatioD UftfoIcIed, IDII'Iiu would
decline. The FCC IWCOpized tbIt competition should 1110 squeeze out a lot of 611.

U~.... it DOt CIIOUIb comperitioD to do eit_. UDtil competition ItIrtJ to make
itl prellDCe &It, tt. CcnmiuioD ... do notbiDa to IUppOI't !be I'IYeIIIeI of the DOII-rural local
ex~ compaiea. It would be the c:ru.- of iroDi. to an supportilll the LEe. with univenal
Mmce fimdI, in the DUDe of compccitioD, thereby inCl'llsin. ratepayers bills, bemre comp«itioll is
IU'OftI enoulb to pnMde the benefit ofdOWllWll'd praan on prica.

UIlMAD TJIII'P or XU rmm COBlKILl:

WheD CO~iOD does make its pmeDCe feJt. the pec DI. be careftal .to "lish the
UllivcnaJ service fimd on • IOUDd basis.

14Z4 16th Street, N.W., Suite 604' We.hington, D.C. UJ038. iZOZ) 387-61%1
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The FCC adopted torward-lookiDl economic COItI u the buis for priciDI- 1bIl will be the

right thiDA to do.

'The fCC clecllred time and time apiIl that the1~ il a co~. eot& ad reveauet from aU
services that use the loop Ibould help to pay for it. That will be the ngbt thing to do.

The FCC hal also recopized that univenal MrVice ... lhould be CODIiIl8Dt with unbundled
network element areas. That will be the riaht tbiDI to do.

TbeIe three policies will create a fund that is modest in size aDd relatively easy to raise.

The univenal service tbnd sbou1d be coUetted from teIecommunieatioDl ..-vice providers in
proportion to their total revenua. The.~~ makes ~ prcJYiJioa for ~ recovery of
telecommunication. Ml'Vice provider contnbuUODS forUD1~ semce~nt~)WI 1ft the~ of
a IiDe item sun:harp on ratepayws' bills. The fedtnl ItatUIe l, quite clar ~ ~ l'
telecommunications service providers who must contribute. Ifsublcriben are forced to pay a liDe Item
1IUI'Chq, then telecommunieatiOfti service provicien are not contrilJutiDa, u required by the 1996
Act.

Claims tbat only a line item on a CODIUmer's bill can melt the requinmeIIl tbIt UDivenl1
service is explicit is a tbiDly veiled effort to avoid the rapoIIIibility the law pIKed on
telecommunications ~ce providers. If. teleconummiC*ioDJ service provider i. ulelled •
oomributiOD .explicidy to be paid to a UDiv«sal service flmd edmiDiltl'ltOl' ad pays DO ocMr UDiverui
service support in any of the prices it is char'- then the fimdina is explicit. The law does not .y
fuDding must be explicit to me cultomer, it laYS it mutt be explicit to the .-vice provider.

Providers should be allowed to decide how to recowr univ8'III service fimd contributioal,
which are just a colt ofdoing buliDesl. This will allow them to recover thole ccmtributions in the most
efficient manner possible. The FCC recopized this dynamic procell. Let it wort.

Ifthe Commiuioll decides that it wants various IUJ'Cbaraes OIl people's billa, it should at leat \lie
federal universal service fUndi to reduce the subscrib.- line cbarae. The IUbscriber !iDe chirp is a
fed«aJ cMrge, levi.. on CUItOmen for ICCeSI to the int.-.tIte DelWOI'k. h is OM of the core services
included in the deftDiticm of universal service. Therefore9 federal universal IelVice fimds UJed to
reduce the SLC would meet this requirement ofthe Act.

The economic evidence in the decide since the sublcribtr line chlqc wu let at $3. SO iDdieates
that the cost ofproviding the loop has plummeted, but the Commi..ion bu failed to lower the SLC to
reflect that decline. Stop collectiDa the sublCriber liDe charge becalM it il simply fimding the excess
profits, inefficiencies aDd misallOClted costs of access. Ifyou lower the SLC, you could teD people to
write checks to the universal service fund instead. That would be inconsistent with. the Act, but It
least it would deliver on the promise not to raise consumers' bill.



CC Docket# 96-45, 97-1&Q
DA 98-715

FCC En Banc Hearing
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Remarks of Dennis Weller

Chief Economist

GTE

- I appreciate the Commission's willingness to revisit these important issues.

1) Current Universal Service Support Implicit in Today'. Rata.

Universal service support today is provided through a combination of explicit

support from existing state and Federal mechanisms, and implicit support from

the rates for other services, such as access, long distance, and vertical services.

The chart behind me provides an overview of where universal service

support comes from, and where it goes, for GTE's serving areas in 28

states.

The chart shows the contribution generated by each major service

category (revenue minus TSLRIC cost) at today's rates. As you can see,

interstate switched access, intrastate access, intraLATA toll, and vertical

services each provide large contributions - based on markups of several

hundred percent over the direct cost. In contrast, residence local service

has a large negative contribution.

For comparison, I have also shown the contributions that each category

would generate if rates were rebalanced to yield the same revenue, but

with a uniform markup over direct cost across all the service categories.

These prOVide a reference point for "cost-based" competitively sustainable

rates which reflect the undertying TSLRIC costs, but which are also

consistent with the current overall price level. The difference between the

current rates and these "cost-based" rates is a measure of the market

interference produced by regulation - the amount of support each
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category generates or receives.

I have also shown the amount of explicit support GTE receives from the

current Federal high cost fund - about $90 million annually.

There are several points I would like to draw from this chart:

The current flow of support - from all sources - is very large.

The difference between the rates local customers actually pay, and

the rates they would pay if rates were rebalanced, is almost $23

per month. Interstate access alone provides about $1.2 Billion of

implicit support for GTE. For the industry as a whole, it's about

$6.3 Billion. Said differently, a sufficient level of federal universal

service support must at least equal the level of support implicit in

today's services.

Of the support being provided today, most is implicit. GTE is the

largest single recipient from the current high cost fund, yet that

accounts for only 7% of the total support GTE generates from

interstate sources.

Debates about whether the explicit fund should be large or small

ignore the simple fad that we have a large fund today, when we

property include both explicit and implicit support.

Finally, if we use consistent costs and revenues, we ought to be

able to look through the telescope either way, and get a reasonably

consistent answer. That is, if we compare the revenues and costs

on the right hand side of the chart, we should find a shortfall that

roughly corresponds to the additional contribution being generated

by the services on the left-hand side. To arrive at a different

answer, one must either ignore one component of the system, or

assume a radically different, unrealistic cost level- and parties in

this proceeding have done one or the other, or both.

2) Why We Need to Change the Current System
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What's wrong with this picture? Why should we not continue with this system?

First, if we continue without change, we will never have competition for

most local customers. Look at the right-hand bar on the chart, and ask

yourself 'Who would want to enter this business?- Carriers will focus their

efforts on the customers who have high volumes of the services on the

left, and provide local service only to the extent it is necessary to attract

those customers. An analysis of GTE's residential customers in Texas

shows that a carrier would be unable to cover its costs on 78% of those

customers - even if that carrier's costs were based on the very low

interim .UNE rates approved by the Texas Commission, and even if we

include the revenue for all of the telecommunications services those

customers buy. (See chart accompanying this outline.) At Qw: costs, an

even larger proportion would be unprofitable. Many people have

complained that the Act is not working to promote local competition, but

there is no reason to expect it to work if we leave the current subsidized

rates in place.

Even if the current implicit support mechanism could somehow be

maintained, why would we wish to do so? The current implicit support

cannot be made portable to other carriers, so as long as we rely on this

approach for support, we will be walling off three-quarters of the local

customers from the benefits of competition. Sufficient, explicit support

would correct the price signal to new entrants, because it would attach

enough revenue to the provision of local service to make it a reasonable

business proposition for an entrant.

Second, as the Commission has recognized, competition will inevitably

eliminate the implicit support on the left-hand side of the chart.

Third, the large implicit fund we have today is very inefficient. Many

customers are "contributing" to universal service at very high rates. The
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offsetting reductions in access made possible by sufficient support would

allow significant reductions in long distance charges. Fortunately, the

funding to support universal service is already in the system. We don't

need to change the total revenue on my chart - we only need to

rearrange it.

Finally, continued reliance on implicit support is not permissible under the

1996 Act. Section 254 requires that all carriers contribute to universal

service on and equitable and nondiscriminatory access. Contributions,

which are generated on a selective basis - in some rates for some

carriers - are not equitable and nondiscriminatory.

3) Goals for the Federal Universal Service Mechanism

The Commission need not - and should not - adopt a Federal universal

service mechanism that is sufficient to address the entire problem depicted on

the chart. Much of the current implicit support comes from state rates today, and

should be replaced by state rebalancing or by explicit state funding. VVhat

amount of support must the Federal mechanism supply in order for the overall

result to be sufficient? GTE has offered three objectives, or targets, the Federal

plan must satisfy:

First, the Federal plan should be sufficient to replace the current flow of

implicit support from interstate access. GTE has estimated this flow at

$6.3 Billion annually for nonrurallLECs. This includes the current

recovery of those carriers' contributions to the school and library fund; if

that amount were recovered through a separate mechanism, the

remaining implicit support would be about $5.2 Billion.

Second, the Federal plan should provide a certain amount of new explicit

support to states with very high costs and/or low funding bases. This

amount should be chosen to strike a balance between high and low cost

states.

Third, the new Federal plan should replace the explicit funding provided to
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nonrurallLECs by the current high cost fund, which is about $217 million.

The new fund should do not harm; support, which is already incorporated

in state rates, should not be removed.

4) Calculation of Federal Support

I recommend that the Commission determine Federal universal service support

on the basis of small geographic areas. For each area, the estimated cost

should be compared to a sliding scale of benchmarks, with an increasing

percentage of Federal support above each successive benchmark. This is a

more general.form of the two-benchmark plan US West has proposed.

The benchmarks and percentages should be chosen to produce a Federal

plan that meets the objectives I have outlined. There is no particular

benchmark that is reasonable a priori; a set of benchmarks and

percentages is reasonable if it produces a reasonable result.

It is vital that the Commission ~ooses its cost model platform and inputs

before it finalizes its choice of benchmark. Otherwise, the Commission

cannot assure itself that the plan will produce a reasonable outcome.

Because the Commission has not yet specified the model and inputs, I

cannot give you an unqualified recommendation of specific benchmarks

and percentages at this time. However, an example will serve to illustrate

the approach: a plan with three benchmarks at $20, $25, and $40. The

Federal plan would provide 25% of the support over $20, 50% of the

support over $25, and 100% of the support over $40. I have evaluated

this plan using the BCPM model (version 3.1) and the staffs common

inputs. This plan would produce about $5.7 Billion in Federal support

annually.

GTE recommends that the Commission continue with an approach based

on a cost model and benchmarks because it would target support on the

basis of small areas. However, it is clear that the cost models being
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considered by the Commission cannot be relied upon to produce entirely

reliable estimates. If we compare the results for the plan I have just

outlined, we see very large differences between the two models. The

BCPM estimates 40% more support than the HAl model nationwide, but

51 % less support in Arkansas. In Puerto Rico, BCPM would provide

271% more support than HAl. If we look at smaller areas, the results

bounce around even more; the two models don't even support the same

wire centers. Even if the Commission can make a choice among these

estimates, how can it have any confidence that the results are

reasonable? Actual costs are a better metric for sizing universal service

support than the cost estimates produced by these cost models.

That is why I strongly recommend that the Commission should adopt the

three objectives I have outlined. They provide a clear set of extemal;

objective measures that will allow the Commission to judge whether the

results produced by a given calculation are reasonable. If the results do

not satisfy the objectives, then the benchmarks and percentages should

be adjusted until they do. If the targets cannot be achieved using

reasonable benchmarks and the costs estimated by the model, then the

model must be underestimating the cost.

The Commission's actions in establishing the Federal fund must be

consistent with its actions in access reform. It would be insufficient to

replace $5.2 billion of implicit support with a $1 billion fund. If, on the

other hand, the Commission determines that the implicit support amount

in access is less than GTE has estimated, then it also has determined that

a higher level of access charges than the one GTE has assumed is

reasonable and competitively sustainable over the long term.

Application of Federal Support



The support generated by the Federal fund should be applied toward the three

objectivee, using a "cascading" approach similar to the on the Commission has

applied to common line charges:

The support should first be used to replace the current high cost funding

each nonrural IlEC receives

Any net increase in Federal support should be applied toward reductions

in interstate switched access. This should continue until the per-minute

rate has reached some reference level; GTE has used $.008 per minute in

its calculations.

Any amount remaining after the interstate access offsets have been made

should be prOVided to the states. The benchmarks and percentages

should be chosen to ensure that the support amount is sufficient for these

purposes, and to achieve the desired distribution of support to the states

where it is needed.

GTE has proposed the use of a sliding scale of benchmarks and percentages

because one or two benchmarks will not prOVide the Commission with enough

policy variables to ensure that all of its objectives are met.

6) Contribution. and Recovery

I propose that the funding needed for the Federal plan should be generated

through a unifonn percentage surcharge on both state and interstate retail

r~ For the illustrative plan I have outtined, a surcharge of about 3%

wouIft.. sufllcient to raise the necessary funds. Because interstate access

p~ a disproportionate share of implicit universal service funding today, it

simply is not possible to eliminate that implicit support, and generate the

necessary explicit funding, on a base of interstate revenues alone. I also

propose that states should base their funding mechanisms on both state and

interstate revenues. In this way, both the Federal and state plans will have the

largest possible funding base, and hence the lowest possible contribution rate,



and all carriers and services will pay on the same basis, at the same rate.

7) err.cta on Customers

The explicit fund I propose does not create any new universal service funding; it

simply replaces what is now implicit with explicit support. The new explicit fund

will be more efficient, more sustainable, fairer, and more neutral than the implicit

support we are using now. Instead of selectively burdening some customers

with very high implicit contributions, it would require every customer to pay a

modest surcharge of about 3% - an amount, which is unlikely to threaten

affordability for anyone. Customers would benefit from an immediate reduction

in long distance charges of about 13%. And, because the new support would be

portable, the majority of local customers would become more attractive to

potential entrants, so that they will no longer be excluded from the benefits local

competition can bring.

In sum, there is no reason we should shrink from adopting a new, explicit fund

that is sufficient to do the job. Rather than ask ourselves how long we can jury­

rig the old, inefficient system, we should be moving ahead to adopt a new

approach that will produce a wide range of benefits for consumers.



GTE's Universal Service Support By Service ~

Ir,

$2.0

$1.5

Interstate
Access

Intrastate
Access

IntraLATA
Toll

Vertical
services

Business
Local

Residence
Local

$22.90/line
per month

i

,
Current High-Cost
Support ($90M)

~ Support At Current Rates

II Support At Cost-Based Rates

I .--------------1

$1.0

-$2.0

-$1.5

Vi'c: $0.5o.­.....::::
£Q $0

~
1:o -$0.5
Q.

§-
(1) -$1.0

-$2.5

• Interstate contribution excludes EUCL charges

\..
\



Contribution By GTE's Texas Residential Segments CErn
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What Is The Impact Of A $6.3 Billion Interstate Fund?
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• Assumes total telecommunications revenues of $l90B; average access common line rate of 2.2 ¢/min; cost-based access rate
of 0.8 cents; average toll revenue 18¢/min.; ratio of access to toll minutes 2 tol; toll price elasticity of demand equals -0.7; total
access min. for non-rural companies of 450B based on 1998 price cap TRP filings.
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SPlUNTS FEDERAL UNIVERSAL SERVICE FUND PROPOSAL

1. Ex:i.stfn& implicit subsidies must be eliminated. To the extent that
subsidies are required, they should be funded through an explicit,
competitively neutral USF.

• The elimination of explicit subsidies is required by the
Telecommunications Act of 1996

• Existing, implicit access subsidies:
• are not competitively neutral (only IXCs/toll users fund

subsidies);
• thwart facilities-based local competition; and
• uneconomically and inequitably burden long distance users.

II. Principles upon which the federal USF plan should be based:

• . Su""ort should be based on forward looking costs
• Using a forward-looking cost methodology as the starting pOint in

calculating the support amount is appropriate since it enables the
Commission to arrive at a rate that emulates competitive market
conditions. Facilities-based competition will not develop unless the
sum of revenues and subsidies is predictable and accurate. Using
forward-looking costs is the only way the marketplace will send the
correct signals to potential entrants.
• If costs are under-estimated, that will artificially attract

inefficient entry that should not occur.
• If costs are over-estimated, that will discourage efficient entry

that should occur.

• Federal USF should be a national fund, based on both state and interstate
retail revmues
• The Commission has stated, both in its May 8th Order and in its recent

Report to Congress, that Section 2S4 grants it the authority to create a
n.MktnaI fund made up of contributions from intrastate as well as
iJ....tate revenues.

• Inorder to ensure competitive neutrality, as well as sufficient support
flow between states, a national fund is not only reasonable, but
essential.

• To assess USF contributions on only interstate revenues would
effectively exempt ILECs from contributing to universal service
support.
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• war. • co.t-baed rate might be considered prohibitive, the fetInal
bmdaft.,.k should be based on the maximum affordable local serrJice rate
• Since the benchmark is intended to be a measure of "affordability" the

appropriate standard is the basic local service rate, not average
revenues.

• Income considerations should be excluded, since low income
households are addressed directly through the Lifeline/Link-up
programs.

• The federal benchmark rate should be set at a level representing the
maximum affordable local service rate - a rate which is considerably
higher than the below-<:ost local service rates that exist today

• USF should be narrowly targeted to high cost areas
• Sprint believes that costs and support should be determined on a

census block group level

• USF suppori should be equally available to all Eligible
Telecommunications Carriers (ETCs)

• Implementation of the plan should be revenue neutral at its inception
• Any new USF funding (i.e., funding in excess of current levels of high.

cost support) to a company should be offset, dollar-far-dollar, with
reductions in access charges

• USF fund obligations should be recovered through a surcharge on end
users' retail charges.
• The end user surcharge is the key to any workable USFplan. Without

it, competitive neutrality, both in terms of contribution levels and
recovery, is a virtual impossibility.

• Because implicit subsidies exist today, end users are already
supporting the universal service fund. Consequently, the removal of
theee implicit subsidies, replaced with the explicit surcharge, will not
result in an overall increase in consumer charges.

• In itarecent order regarding Local Number Portability cost recovery,
the Commission found that it was appropriate to allow LECs to
recover their LNP costs through a monthly end user surcharge. The
Commission should apply the same reasoning to USF cost recovery.

• States are free to adopt intrastate USF plans if they desire
• Employing a lower benchmark affordable rate, the state plan would act

as a safety net for those areas where the federal benchmark rate may,
in the state's opinion, prove burdensome.
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• Funding for state plans must come solely from intrastate retail
revenues.
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